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EDITORIAL DEPARTMENT NOTE 


Are accountants as a group so immersed in the technicalities of their 
work that they fail to give sufficient consideration to selling the results 
of their work to management in such a way that it will be used to the 
maximum? The author of the first article in this issue thinks so and offers 
various suggestions on methods for obtaining a better understanding and 
greater appreciation of the accountant’s work. 

JOHN A. HANDY, JR., the author of this article, is a graduate of the 
Harvard Business School.and Assistant Controller of the Carborundum Co. 
He is currently serving as President of the Buffalo Chapter of the Na- 
tion Office Management Association. 
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Probably most industrial accountants will agree that the most difficult 


costs from a control viewpoint are those generally described as “repairs 
and maintenance.” The pate! ove and procedures which have helped one com- 
pany to obtain a better control of maintenance costs are described in the 
second article in this issue, 

EARL V. HOPTON, the author of this article, is Budget Director of the 
Armstrong Cork Co., whose methods he describes. He has been in charge 
of the Budget Department of his company for the past fifteen years. 


Each industry has its own peculiar cost accounting problems. Our third 
article, dealing with the cost accounting problems of oil well drilling con- 
tractors, is another in the extensive series of N. A. C. A. articles concerned 
with the cost methods of specific industries. 


LELAND BRECKEN IDGE, author of this article, is Secretary of the 
American Association of Oilwell Drilling Contractors. Engaged in various 
phases of petroleum accounting for over twenty years, he joined the 
A.A.O.D.C. in 1945 as coordinator of their accounting program. 
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SALESMANSHIP AS AN ACCOUNTING TOOL 


by JOHN A. HANDY, Jr., Assistant Controller 
The Carborundum Co. 
Niagara Falls, N. Y. 


M*’* may wonder how a topic like salesmanship can appear 

in the N. A. C. A. Bulletin. By salesmanship, of course, we 
do not mean the high pressure, medicine-man type, but rather 
refer to selling based on persuasion through careful, logical, and 
simple presentation of facts and figures in such a manner that 
these facts are self-evident and, therefore, stand on their own. 
Yet salesmanship, even of this type, does not usually appear in 
the job specifications of most accounting executives. Therefore, 
how did such a black sheep ever manage to slip into print in the 
inner sanctum of our N. A. C. A. Bulletin? Well, for one reason, 
because accountants, particularly those trained technicians in our 
field, probably give less consideration to selling and merchandising 
than is frequently required. Secondly, as trained technicians in 
our respective accounting fields, it is sometimes difficult for us to 
appreciate the point of view of the other fellow, who is attempting 
to understand and use our figures and accounting data. These 
conclusions are based largely on personal observation. Coming 
into the profession by the back door of personnel and office man- 
agement has given me an opportunity to view our work from both 
sides of the fence. 


Need for Salesmanship 


As accountants, most of us have been trained for years to an- 
alyze, scrutinize, reconcile, balance, build up, tear down, and re- 
construct everything on a factual figure basis, resolving each detail 
to the last gnat’s eyebrow. Upon the completion of a complicated 
analysis which balances out to the last mill, we oftentimes gleam 
with pride and glow with an inner satisfaction, feeling that we 
have resolved a great truth which is bound to shake the very pil- 
lars of our organization from stem to stern. But what happens? 
Only too often there follow bitter pangs of disappointment when 
the top management fails to share our jubilation or appreciate the 
full import of our discovery. We design cost systems, budget 
programs, and profit forecasts which bristle with accounting im- 
plications and ramifications. We make correlations, verifications, 
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and statistical analyses so expertly and so minutely as to confound 
all but the most agile and technically trained mind. We amuse 
ourselves with our associates in long-winded discussions of highly 
complicated tax matters or involved discussions on new deprecia- 
tion theories. Yet in our thinking how many of us ever give seri- 
ous thought or attention to how best to present, to sell, and to mer- 
chandise our valuable findings to others in our organization who 
must use them as operating tools? 

While we are fully cognizant of the fact that no budget pro- 
gram, cost program, or, for that matter, any other important pro- 
gram has ever been truly effective unless it has been sold solidly 
to all operating personnel in our organization, still we sometimes 
fail to put the necessary emphasis on this very important phase 
of our work. What steps, then, can we, as accountants, take to 
improve our sales technique and to insure a better understanding 
and greater acceptance of our work? 


Keep It Simple! 

Few people outside of the accounting profession understand 
the terms and phraseology used by trained accountants. There- 
fore, we should use simple terms which are meaningful to the lay- 
man who has to use our figures. We should not be afraid of being 
technically incorrect if the term we use conveys generally the 
thought which we wish to convey. If our prospect does not snder- 
stand the meaning of obsolescence, depreciation, or “exhaustion 
of installment service goods,” then we should tell him the damned 
thing is wearing out due to wear and tear and old age and for this 
reason we have to write off a certain amount of it each year. Ac- 
cruals, deferrals, amortizations, debits, credits, etc., are meaning- 
less terms to the average operating person. Every profession has 
its own lingo, which only those in the profession can understand. 
Did you ever overhear a shoptalk conversation between two doc- 
tors, two chemists or, for that matter, two amateur photographers? 
Confusing, isn’t it? Let us not confound the operating people 
with a pyrotechnic display of our accounting vocabulary. They 
know we are good accountants or the company would not have us 
on the payroll. So let’s keep it simple, direct, and to the point! 


Forget the Gnat’s Eyebrow! 


Our profession requires that our trial balances balance to the 
cent. We rejoice in accuracy and when everything can be resolved 
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to the last mill a great feeling of satisfaction wells up within us. 
Yet, in selling our findings we seldom appreciate that the operators 
do not care whether the figures balance to’ the last penny or not. 
We must, therefore, stress the fundamentals, the broad relation- 
ships, the basic trerds, and the inherent significances, rather than 
the minute details. We even must be willing to sacrifice the 
presentation of many details and the qualifications in all data which 
affect our figures pro and con, in the interest of painting a clear 
picture. (This may sound sacrilegious to some.) 

I once heard two accountants discussing the question of whether 
or not an inventory had gone up. This inventory was made up of 
many items, and they were deeply engrossed in the discussion of 
many of the transactions which had taken place; transfers to in- 
active stock, and back again te active stock, substitutions, valuation 
changes, cost and market relationships, etc., etc. I thought to 
myself how many times are we guilty of using detailed, unintel- 
ligible presentations in explaining problems to a layman. In pre- 
senting any figures or data, therefore, before qualifying them we 
should ask ourselves: What difference does it make in the total 
picture? Small qualifying figures which may be of great sig- 
nificance to us, as accountants, are often of little significance and 
no importance to operating people. Let us limit the use of them 
in our presentation. 

One controller of a company never could get his information to 
his president and board of directors in time to be of any practical 
use from an operating point of view because he was too busy 
qualifying, checking, double-checkirig, and triple-checking every 
thing to the last split hair. Even if he had been in error a small 
percentage one way or the other, he would have been better off 
to have presented timely data to his management, correcting the 
errors later. 

Some years ago, the Dean of one of the country’s leading busi- 
ness schools stated to his assembled students, apropos of a com- 
pany’s balance sheet involving assets of several million dollars, 
that if he were called to the stand to testify to the accuracy of this 
company’s balance sheet, he would have difficulty in certifying 
it to a closer tolerance than plus or minus a million dollars. As 
accountants, we often laugh at the statistician who through a 
series of multiple correlations using highly involved mathematical 
formulas, projects a line ten years into the future. The humor 
in this situation seems so obvious—to see a mathematically precise 
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formula being used to measure, at best, a fairly wild guess. Yet, 
how often do we do the same thing? Let us not then be caught 
in the act of drawing the mathematically straight line from a hypo- 
thetical assumption to a foregone conclusion. 


Use Charts! 

As accountants we read tables of figures like the average lay- 
man reads his newspaper. Relationships, discrepancies, errors, 
etc, stand out to us as though they were in bold type, but to the 
average operator columnar figures mean little, if anything. So 
let’s use charts—any kind will do—bar charts, pie charts, Gantt 
charts, graphs, lines of relationships, or anything else. Make them 
simple! We should not use too many lines or too many bars. We 
can use colors—everybody likes colors. We should label them 
clearly but simply, round off all figures, and highlight any sig- 
nificant relationships or fundamental trends. We should show the 
operators charts that they can use and understand; that they can 
show to their employees, and that the the employees can under- 
stand. In presenting any type of financial data, budgetary data, or 
cost data, we should illustrate the significant data and tell them 
what they mean, why they are significant, and most important, how 
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they can be used as a tool to improve a given condition. We can 
draw pictures—people like pictures. Even moderate humor is 
sometimes acceptable. People are not all as serious as accountants. 
The best way to describe a big red apple is to draw a picture of 
one, Therefore, let us draw pictures and use charts. 


Use a Rifle! 

The shotgun approach is only good for hunting small game. 
When we are going out for big game we should use the rifle and 
hit home. In all the volumes of accounting reports, documents, re- 
capitulations, and reconciliations which are ground out in most 
industries each month, there are only a relatively small number of 
fundamental reports which need to be highlighted and brought to 
the attention of management and the operators. We should not 
kill them with detail. We should not befog the main issues with 
too many reports, charts, graphs, papers, or figures. Let us re- 
member that our management and operators are only human and 
can absorb only so much at one sitting. We should try to give them 
the fundamentals in a concentrated dose. We should shoot for the 
bull’s eye and save the extraneous reports to discuss with each 
other at the N. A. C, A. meetings. 
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“Say It With Flowers!” 

All the world loves a lover but nobody loves a sourpussed ac- 
countant who delivers a financial report to the boss’s desk with 
the statement that the business is going broke. Even if the busi- 
ness is going broke we might as well smile, because if we smile 
the boss will like us better and there is a better chance that we 
will be able to point out to him the seriousness of the situation by 
selling him on the data which we have to present. 

One of Elmer Wheeler’s great principles, “sell the sizzle and 
not the steak,” applies to accounting as well. We should sell our 
basic ideas and concepts and not the genera! ledger. Who the 
devil besides us is interested in the general ledger? Furthermore, 
we should not scare the patient to death. Rarely does a doctor 
ever tell a patient he is going to die, even if he thinks so. No 
operating person likes to hear bluntly the bold and bloody truth, 
about his own operations, particularly if it is bad. Let’s coat the 
pill with sugar but still not compromise the basic data. Let’s re- 
member that honey still catches more flies than vinegar. We should 
think in terms of our major objectives. It is well to consider what 
we are trying to accomplish. 

As professional men, of course, it is our job to present the facts, 
good, bad, or indifferent. But we cannot expect the operator to 
decrease the cost in his plant department if we knock him out 
with our report. We should not pull our punches but we can wear 
soft gloves. You are all familiar with the old song “It is not what 
you do, it’s the way that you do it.” In our work it is not only 
what we present but the way we present it. An accounting 
report is an accounting report and the facts cannot be altered. 
Therefore, the emphasis should be on our technique of presenta- 
tion. To illustrate, let us assume that we meet a close friend of 
ours on the street and notice that he has a big, black streak of 
dirt on his cheek. We wish to bring this fact to our friend’s atten- 
tion. We can adopt one of two techniques. We may say “Say, 
Bill, your left cheek is dirty. What’s the matter—don’t you ever 
take a bath?” Or, we may say “Say, Bill, you’ve got a little black 
mark or cinder on your left cheek. The wind is blowing up a lot 
of dust today. Thought you would want to know about it before 
you went back to the office.” In both cases we present the same 
fact. Moral: The report should be presented in such a way that 
the man receiving it feels that it is designed to help rather than 
hurt him. 





Sell the Boss! 


The accounting department is the switchboard and nerve center 
of any organization. The effectiveness with which all accounting 
information is presented and sold to the boss and top manage- 
ment determines the success of many accountants as well as the 
success of many organizations. Let us remember that just be- 
cause we are professional men does not mean the boss will always 
listen to us. The boss’s doctor is also a professional man and he 
told the boss to stop smoking because it was bad for his heart, 
but the boss still keeps on smoking. So let us get up from our 
bed of professional laurels and do a real selling job with top 
management. Let us give them the broad facts and fundamentals 
quickly. We should not waste their time with details but should be 
prepared to answer any and all questions regarding detail. We 
should be fair and honest, and particularly careful to give credit 
where credit is due. Accentuate the nice things where we can 
honestly do so. Let us not always be known as “the bad news boys.” 
Let us remember that “Mr. Big” did not build the business with- 
out some real ability and just because he is not an accountant does 
not mean he hasn’t got a brain in his head. We can help the boss 
to see the fundamental facts and appreciate the fundamental rela- 
tionships, but need not give him a full dress parade of our account- 
ing knowledge every time we present him with a report. He knows 
we are accountants or he would not have hired us. We should 
give him information in a form which he can understand readily 
and pass on quickly to the stockholders and directors. Let him take 
the bows. He not only deserves it but is in a better position than 
we to pass judgment on matters which affect the over-all activities 
of the company. 


Treat Everybody as a Prospect 


As accountants, we should all be salesmen. We are not only 
responsible for preparing and analyzing the data but also for pre- 
senting and selling it to members of the organization ; operating, 
selling, admjnistrative, and top management. As such, everyone 
we contact is a prospect for our wares, consisting of facts and 
figures. Most sales which are consummated are a result of the 
meeting of the minds of the respective parties. The greater our 
ability to sell our wares to our associates, the more valuable our 
work becomes. We must, therefore, approach each sale well 
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prepared to handle our prospect and to present our story in a per- 
suasive, sincere, and friendly manner. We may pound hell out of 
our calculating machines but we must handle our associates with 
a gentler touch. Someone once said that Samson slew the Philis- 
tines with a jawbone of an ass. He also added that many sales are 
lost every day with the jawbone of the same animal. 

To do a better selling job we also must get the prospect’s point 
of view. To do this we must associate more with the operating 
people. We cannot sense their feelings or fully appreciate their 
problems if we spend ninety per cent of our time chained to our 
desk. The myopia which we may have developed from years of 
staring into our ledgers has to give way to a far-sighted approach 
to the other fellow’s problems. It is difficult to do an accurate 
accounting job by remote control because so far radar and tele- 
vision have not been adapted to the accounting field. So it is well 
to take a spin through the operating departments and improve our 
relationships with our fellow associates. It removes artificial bar- 
riers and it is one more step in the direction of better under- 
standing. 


Conclusion 


Thus, we come to the close of this highly unprofessional treatise 
feeling somewhat shocked perhaps that anybody could taint the 
noble accounting profession with the implication that supersales- 
manship and merchandising might have a place in our tool kit. 
We probably feel that the emphasis has been put in the wrong 
place, for we secretly fancy ourselves to be real personality boys 
and cannot help emitting a sly chuckle as we think of how this 
article applies to “old George.” He should really read this article. 
He certainly is an old grump. Actually, however, the emphasis has 
purposely been put on the wrong syllable in hopes of jarring our 
staid and stolid thinking one-tenth of an inch left of the con- 
servative point of view and leaving some of us with the thought 
that there may be something to this “mumbo jumbo” which our 
brothers in the sales department seem to use so effectively in sell- 
ing our products. Let us remember that the accounting books, 
periodicals, magazines, and publications are brimful of right and 
wrong ways to do most everything in the accounting field, but the 
only ideas that really count are the ones which we are able to sell 
to the other fellow. 





BUDGETARY CONTROL OF PLANT MAINTENANCE COSTS 


by EARL V. HOPTON, Budget Director, 
Armstrong Cork Co., 
Lancaster, Pa. 


HE COST of repair and maintenance has always been an 
important item in most manufacturing enterprises. It fre- 
quently represents five per cent of the sales dollar. With the advent 
of a highly competitive economy, maintenance costs become of in- 
creasing importance, particularly for those plants in which present 
performance is not relatively as economical as during prewar years. 
We know, of course, that intelligent control of repair and main- 
tenance cost cannot be measured solely by the amount of expendi- 
ture. We have long realized that unreasonably low maintenance 
standards are not desirable since they cause interrupted production 
schedules, which result in the loss of machine output and labor 
effort, and affect customer service. Allowances for repair and 
maintenance costs must also recognize the importance of product 
quality, scrap losses, and particularly the safety of the operator. 
It is difficult to establish adequate records and accounting de- 
vices for the control of repair and maintenance costs of machinery, 
buildings, and tools. The usual accounting records and statistical 
information tend to obscure the significant facts that have proved 
so useful in the control of other manufacturing costs. Some of the 
factors contributing to the difficulty of the problem of setting up 
satisfactory information and to the effective use of records for 
maintenance control purposes, are: 


1. The responsibility for determining requirements and for 
exercising control of plant repairs is usually divided be- 
tween the production and the maintenance departments. 

. Certain repairs, such as tear-down and major overhauling 
jobs, recur irregularly. 

. There are breakdowns and accidents that cannot be fore- 
seen. 

. Costs vary with the age of different plant units. 

. It is impracticable to measure the cost of all repairs by 
means of the predetermined, job-estimate method. 

. There is a consensus of opinion that incentive payments, 
based on measurement, are not generally applicable to 
repair and maintenance work. 
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7. Some engineers assert there is little relation between pro- 
duction volume and repair costs, particularly for short 
periods, since it is often more economical to defer main- 
tenance to periods of low production. 


Besides these reasons, there are other factors of recent origin 
which have made it difficult to keep repair and maintenance ex- 
pense in line. The costs of plant and equipment repair and main- 
tenance rose abnormally during the war years, due in a large 
measure to the lowered qualifications of mechanical crews. The 
shift of trained artisans to military services necessitated a thinner 
spread of qualified mechanics over the greatly expanded production 
activity. Some plants have experienced little improvement in the 
effectiveness of maintenance work since the return to peacetime 
operation, even after allowances are made for higher wages and 
increased prices of supplies and parts. 


Responsibility for Plant Maintenance 


Discussions of repair and maintenance costs frequently revolve 
about the organization of the maintenance department and its 


duties. Sometimes it is described as being a service department, 
implying varying powers of initiative, usually exercised only upon 
request of operating departments. In other cases, maintenance 
departments appear to lead in the exercise of judgment for de- 
termining which equipment should be repaired. They empirically 
schedule all work, and the foreman of the production department 
apparently exercises little intiative in regard to the plans. These 
discussions of organization procedures are undoubtedly important, 
but in most instances the economical use of plant and equipment 
is a joint responsibilty that must be shared by both production and 
maintenance service departments. I believe both line and func- 
tional responsibility for maintenance exists in most plants regard- 
less of the form of organization setup. 

The production department foreman uses the equipment. He 
may also misuse or even abuse it. He may fail in the task of pre- 
ventive maintenance. On the other hand, the maintenance depart- 
ment may do poor quality work, or assign unqualified craftsmen 
to the repair job. The millwrights and field men may be poorly 
Supervised and may soldier on the assignment. In some cases, 
good engineering techniques are not followed, or good judgment 
is not exercised in advising the redesign of the machine or its 
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removal. Economical practice is achieved only when both the pro- 
duction and maintenance departments team up. It would become 
much simpler if this responsibilty could be tied to one person or 
one function, but in most instances, a good job results primarily 
from the cooperative approach. For this reason the budget is used 
by many plants as a device for assisting in the control of these 
costs. 


Description of Maintenance and Repair Jobs 


Control can be effected more easily if the data clearly represent 
the requirements of the situation and are expressed simply in 
terms that are commonly understood. If we agree that these costs 
are the responsibility of the production and maintenance depart- 
ments, it becomes essential to establish requirements and to report 
the performance against them by means of clear and understand- 
able descriptions. A foreman cannot intelligently discuss costs 
with the maintenance department by language that is too general 
and is expressed in quantities or values that are not specific. He 
cannot arouse intelligent interest by claiming, for example, that 
maintenance and repair costs for his department were fifty per 
cent higher than last month. This approach is too vague and un- 
imaginative. It is usually unsatisfactory to refer to the mainte- 
nance costs by general descriptions, such as the buildings, ma- 
chinery, or tools in his department. What type of building mainte- 
nance? What descriptive class of machinery repair? What specific 
kind of tool cost? Let us not waste time in unintelligent con- 
ference ! 


Plant Repair Orders 


Repair jobs are usually initiated and scheduled by plant repair 
orders comprising several distinct types, dependent upon the esti- 
mated cost of the job, and upon the approval required by manage- 
ment at various levels. But costs accumulated against the various 
kinds of plant repair orders are not too helpful. The description 
of the repetitive repair orders often varies, and the jobs some- 
times overlap. By the use of repair order costs alone the analysis 
work becomes cumbersome and difficult. The forest is obscured 
by the trees. But if the repair order code designates the class or 
type of equipment for which the work is proposed, a means is 
readily provided for accumulating information which is definite 
and permits the collection of data that are more imaginative. In 
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usitig this plan the charge code required on plant repair orders is 
expressed as shown in the example: 


Code: 12% — 13200— £10 — 412 — 14 


Which 

Designates: Plant Expense Mechanical Production Class 
Control Craftsman Cost Description 

mF Center 

Illustrated: Camden Mainte- Millwright Cork Mill Vertical 
nance & Conveyor 


The class description is represented by the last group of digits, 
and although it is not useful in the financial accounts, it provides 
invaluable information for those charged with the responsibility 
for the control of costs in the plant. Although costs should be 
accumulated by cost center through the use of repair orders, I 
believe that the reports of costs should be made by class descrip- 
tion. This approach is more helpful to the production foremen and 
the maintenance department, because it 

1. Directs attention to significant causes. 

2. Stimulates constructive thinking. 

3. Provides a means of intelligent trend analysis from 
period to period. 

The plant repair order costs are used in a supplementary man- 
ner. An illustration of typical class repair charges, as accumu- 
lated by cost centers, and by buildings, machinery, or tools is 
shown in the abridged list below: 


Typical Class Elements 
Class Code Class Description 
Machinery: 152 German Mixer—Repairs (excluding knives 

and tail plates) 

149 B & Z Mixer—Repack hood and doors 

138 Calendar machine drives 

166 Print machine band repairs 

1g! Asphalt storage tanks (including pumps, 
piping, and steam specialties ) 

199 General machinery repair (not specifically 
classified) 


Regrind and replace doctor blades 
Chain blocks—repairs and replacements 
Paint pans 
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Trailers—all types 

Wooden spacers for tops of stoves 

General tool repair (not specifically classi- 
fied ) 


Buildings : Lighting system (including bulbs) 

Roofs 

Roads and walks 

Sewers and sewer lines 

Sanitary fixtures and lines (including 
urinals, toilets, washstands, showers, hot 
water tanks, etc.) 

399 General building repairs (not specifically 

classified ) 


In many cost centers it has been found necessary to use only 
three or four class descriptions. Only the more important causes 
are shown separately by classes. The descriptive classes assigned 
to maintenance and repair work in one cost center may be found 
relatively unimportant in another cost center of the plant. A gen- 


eral class should therefore be set up for collecting small miscel- 
laneous repairs, which are considered relatively unimportant. We 
should attempt to segregate only the larger or more significant 
classes of costs, so that attention is directed to jobs which afford a 
means of constant improvement either by the methods employed, 
material used, or inspection required. 

Cost should be accumulated against the individual plant repair 
orders also. This permits a check of actual against the estimated 
cost, but of greater importance is the supplementary use of the 
specific repair orders in further analyses of costs accumulated 
under specific class descriptions, which appear to be out of line. 


Reports by Descriptive Classes 

The success of the work of the industrial accountant as a real 
aid in managing depends upon the methods used in collecting the 
basic information. The organizing methods must be sound and 
encourage cooperative action. It is important that the descriptive 
classes be designated only by the men who know the equipment, 
those who use it, and those who repair it. The plan will fail if the 
accountant simply establishes a system of maintenance class costs 
without consulting the production foremen and the maintenance 
department supervisors. But the procedure becomes constructive 
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when the latter determine the types of maintenance considered 
important in each cost center. They at once become interested, be- 
cause the persons charged with the responsibilty have expressed 
their thinking. It is now their tool. 

The data for accumulating costs by description classes should be 
arranged so that trends are indicated, and they should be presented 
as simply as possible. The report illustrated as Exhibit 1 shows a 
columnar arrangement which allows for showing the labor and 
materials costs separately by descriptive classes for each cost cen- 
ter. The report is issued to the production foreman and to the 
maintenance service department, and may be used to 


1. Interpret the variances from the allowance shown on the 
budget report, which is confined to a statement of total 
costs for buildings and machinery and tools for each 
cost center. 

. Exercise judgment as to the validity of the expenditures. 

. Stimulate thinking on the adequacy of the equipment or 
its design in respect to the expense incurred for mainte- 
nance. 


Besides reporting the trend of expenditures currently, it is 
recommended that the cost center maintenance class costs be 
accumulated by years, similar to the example illustrated as Ex- 
hibit 2. This chart shows the labor maintenance cost for the years 
1940 to 1945. Since wage rates of the mechanical forces have 
changed during this period of years, a factor for adjusting the 
rates to a common basis (in this example the rates for the year 
1943) has been applied to the total labor cost for the cost center. 
The advantage in eliminating price from the comparative trend 
information is obvious. Price adjustments should be made for 
material maintenance costs also. Since material usually includes 
supplies, parts, castings, and even maintenance services of other 
firms, it is impossible to derive an absolutely accurate price adjust- 
ment factor, but approximate accuracy is attainable. 


Establishing the Repair and Maintenance Budget 

A budget is too often thought of only as an allowance—a figure 
against which actual expenditures are compared. Careful reflec- 
tion will indicate that this viewpoint is rather limiting and narrow. 
The budgeting process should always tend to provoke constant 
application of thought processes ; it must constantly stimulate ac- 
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tion and provoke plans for attaining more economical results. 
Many product costs and expenses can be resolved into rather con- 
crete goals against which plans for achieving the desired end can 
be visualized without reference to records of past experience. In 
the preparation of the repair and maintenance budget by cost 
centers much reliance must be placed on historical records. How- 
ever, the use of cost information based on class descriptions re- 
duces the planning to a more nearly concrete basis. It then permits 
the establishment of requirements that are a.constructive aid in 
control methods and procedures used in the plant. 


Budgeting Maintenance Requirements 


Maintenance budget requirements should be set up in two gen- 
eral categories which, for want of better nomenclature, are de- 
scribed as routine and nonrepetitive maintenance work. Routine 
maintenance implies those regularly recurring costs of adjusting, 
oiling, inspecting, and preventive repairing necessary to keep the 
productive equipment in a good operating condition at all times. 
Nonrepetitive maintenance represents the tear-downs and major 
overhauling jobs which usually occur less frequently over a rela- 
tively long period of two or more years. Jobs of this character 
include reblading of turbines, relining of bearings, painting of 
equipment and buildings, replacing of rams, overhauling of mo- 
tors, etc. Although experience and practice dictates the establish- 
ment of current requirements for routine maintenance at varying 
production volumes, the estimated requirements for maintenance of 
a nonrepetitive character must be determined primarily by careful 
inspection of the plant equipment. 

In budgeting maintenance costs, the requirements should be 
established by the maintenance department supervisors with the 
assistance and approval of the production foremen. Obviously 
maintenance shops and organization expenses should be excluded 
from the budget prepared for each cost center. Although a share 
of these expenses is distributed to each cost center for the purpose 
of determining product costs, it is clear that the responsibility for 
controlling maintenance shops and organization expenses lies solely 
with the maintenance department supervisor. A separate budget 
should be established for these general overhead expenses. 

An example of the data sheet used in preparing the repair and 
maintenance budget is shown as Exhibit 3. It should be noted that 
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the form provides for making the estimates by class description at 
representative cost center loads; and a section is allowed for the 
less frequently recurring jobs, referred to as nonrepetitive mainte- 
nance. The requirements at varying activities or loads are formu- 
lated into fixed and variable cost components as shown on the lower 
part of the form. 


Other Tests of Maintenance Activities 


Although major swings from the average trend are sometimes 
experienced, the maintenance cost for the plant as a whole should 
tend to be rather stable year after year, when allowances have 
been made for production volume changes and major additions or 
removal of equipment. Before the budget plan is approved, the 
maintenance allowance should be tested against the trend for the 
past several years. Supplementary devices showing relative trends, 
after taking volume fluctuation into consideration, though not ex- 
act, will prove helpful in bringing into focus a broad view of the 
conduct of maintenance activities. Some of the supplementary 
gauges that may be employed are: 


1. Trend of the relation of maintenance costs to the orig- 
inal installed cost of plant assets. These ratios should be 
developed by labor and material separately for buildings, 
machinery, and tools. Maintenance costs should be ad- 
justed to a common price level. 

. Charts showing total maintenance labor and material 
costs separately in relation to over-all plant production 
volumes expressed in standard direct labor hours. 

. Ratios showing the number of men in the mechanical 
force compared with 

a. Total plant direct labor personnel. 

b. Original installed cost of plant assets. (If the 
mechanical force is large, it is interesting to test 
this trend by crafts; millwrights, electricians, car- 
penters, pipe-fitters, etc.) 


The accumulation of historical data showing the relations of main- 
tenance costs to the gauges outlined above supplies a thought- 
provoking test of maintenance expense budgeted for a coming 
period and it is recommended that this check be made before final 


approval is given to the budget. 
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Conelusion 


If the presentation of maintenance cost information is to prove 
helpful to management, it must be made in such manner as to be 
interpretative and provocative. These projections should be pre- 
pared in such a manner as to stimulate new interest in the direc- 
tion of effort employed in discharging the important function of 

. maintenance in a manufacturing industry. 

The conduct of maintenance activities is always influenced by 
the effect of poor supervision, laxity in maintaining plant stand- 
ards, quality and training of mechanics, and the attitude of em- 
ployees. With the end of the war, industry in general is planning 
new construction and equipment additions. Postwar plans includ- 
ing the rearrangement of equipment and many other pent-up 
changes and improvements will blossom as soon as the materials 
and men can be procured. Maintenance forces will be enlarged 
during this period. Past experience has shown that following the 
completion of major capital expenditure programs, there is a hesi- 
tancy on the part of management to reduce maintenance crews to 
a level justified by economical operation. It is well, therefore, for 
the accountant to review his procedures and methods of reporting 
maintenance costs at this time, to be certain that they will prove 
adequate in assisting management to control this important item 


of expense. 





Cost Accounting A Valuable Tool 


It is not our intention to suggest that good cost ac- 
counting is a panacea for business and economic ills, 
or that scientifically determined cost data are sub- 
stitutes for sound business judgment. We are con- 
vinced that cost accounting is a highly valuable tool 
which business management must utilize if optimum 
operating results are to be achieved. We believe that 
the use of cost accounting should be widely expanded 
for both managerial and pricing purposes. 

Martin L. Black, Jr. and Harold B. Eversole, “Cost 
Accounting in Price Determination,” in The Journal of 
Accountancy, November, 1946. 
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COST ACCOUNTING FOR CONTRACT DRILLING 


by LELAND BRECKENRIDGE, Secretary, 
American Association of Oilwell Drilling Contractors, 
Dallas, Texas 


ANY N.A.C. A. members have no direct connection with the 


oil business and, therefore, have only an academic interest in its’ 


accounting procedure and problems. Hence, I should like to intro- 
duce this subject by stating the accounting objectives which the 
American Association of Oilwell Drilling Contractors is attempt- 
ing to carry out in the drilling business. First, there are no ulterior 
motives behind the program. Our purpose is quite simple. We are 
trying to keep drilling contractors from losing money through lack 
of information about their operations, because it hurts everybody 
in the business when one goes broke that way. We know, of 
course, that it would not be possible to keep all drilling contractors 
solvent, any more than it would all filling station and grocery store 
operators, and probably no more desirable. There is nothing 
altruistic about it. It is just a matter of good business. 


Full Disclosure 


We have an occasional inquiry from some operating or drilling 
firm as to whether or not our accounting books are available to 
those who are not members of our association. Our attempt to be 
of help in improving the effectiveness of drilling accounting records 
is directed at the entire industry, and our suggested practices are 
available to any interested reader or user. We are in much the 
same position as the East Texas farmer who had a habit of win- 
ning the Blue Ribbon award at the county fair each year for his 
seed corn. After the contest was over, he would give to each of his 
neighbors some of his prize-winning seed. Folks would say to 
him: “You are foolish. You are contributing to your possible 
defeat by making each of your neighbors a competitor.” To which 
the farmer would reply: “No, I’m not crazy, I’m smart. I know 
something about corn which you don’t seem to know, which is that 
it cross fertilizes.. Pollen is blown from one field to another by the 
wind, and I don’t want the quality of my seed reduced by pollen 
from sorry corn in my neighbors’ fields.” That is exactly the 
way we feel about our accounting program. The more good in- 
formation any drilling contractor has about his operations, the less 
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’ likely he is to be bidding in work at a price which will eventually 
ruin him and everyone else who has to ‘operate competitively 
against him. 

Neither do we have anything to hide from the people we work 
for. This statement quite obviously includes the supply and equip- 
ment companies, to whom, along with the banks, we are always 
deeply indebted. Most of the larger operating companies and 
equipment companies have copies of our manual, and some of them 
have multiple copies. We want them to have it, because we want 
them to know that we operate on a businesslike basis, and even if 
we don’t, we want to create that impression. We want them to 
know that in arriving at the cost of our work we are systematic 
and careful. We do not lose by this; we gain, because the people 
we work for do not want us to lose money. They expect us to keep 
the best and most modern equipment, in good condition, and capa- 
ble, trained employees to operate it, so that our work for them 
will be fast and efficient. They know that in order to do these 
things we have to make a reasonable profit on our work. 


Necessity for Costs 

We are not trying to establish uniform costs and we have no 
price-fixing ambitions. We have no interest in knowing what the 
cost of any contractor’s work is, but we are tremendously inter- 
ested in helping him know his own costs, and we are convinced 
that if there ever was a time in the history of the business when he 
needed to know them that time is right now. The only suggestion 
we have to make about price is that it should be at least a reason- 
able amount above the total direct and indirect cost of the work 
done, whatever that may be. This should not be exactly a startling 
or revolutionary statement. 

Instead of removing competition between drilling contractors 
we hope only to make it more intelligent. There is no magic in our 
accounting suggestions to transform an inefficient contractor into 
an efficient one. They are not a substitute for good tools, good 
men, and drilling know-how, though certainly they are an essential 
part of good management. Good well cost information is some- 
thing like an. X-ray picture. The picture does not effect the cure; 
it just shows the doctor where to go to work, and you find out 
whether you have a good doctor or not by what he does to relieve 
or remove the ailment after he has located it. That is about all we 
claim for good accounting practice. It is not a cure, it is just a 
picture of what is wrong or right in your operations. 
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By emphasizing the positive value of sound accounting pro- 
cedure, we are trying to secure for the accounting department the 
important place in the organization which is deserves, if it func- 
tions properly. We are trying to impress upon the contractor that 
his accountant is not just an evil forced upon him by the revenue 
laws, a dead expense to be ignored except at tax time, but that 
he is, or can be, just as much a part of the money-making ma- 
chinery as the tool pusher, provided he is given an opportunity. 


Well Cost Accounts 


“But,” you say, “about those accounting practices you keep re- 
ferring to, what have you got that others do not have?” The 
answer is, not a great deal. No new cloth maybe, just a little differ- 
ent pattern. The first reaction of the average accountant when he 
examines our suggested well cost extension is: “It’s about the 
same as the distribution I am using now, except for a difference 
in arrangement.” Of course it is. That is not a result of pure co- 
incidence. Any contractor who uses drilling equipment to dig a 
hole in the ground in search of oil is going to encounter substan- 
tially the same types and kinds of expense as any other contractor 
engaged in a similar operation. He will spend money for labor, 
supervision, supplies, repairs, bits, trucking, pits, mud, and so 
forth. So, quite naturally, when we come to make a list of the 
items of our expense the names used are going to be largely the 
same. About the only difference is, usually, a difference in arrange- 
ment, but we think this difference can be important. The normal 
reaction and, from my experience I think I may safely say, the 
normal practice, is to list the items of well cost in the order of their 
obviousness. Labor comes first almost always, followed, perhaps, 
by trucking and bits. Then, mixed in with mud, pits, derrick, and 
cement, come the supply and repair expense items necessary to 
operate the rig. 

In developing a suggested extension of well costs, we have had 
to keep in mind that contract drilling firms range in size of opera- 
tion from one rig to fifty or more, and in office personnel from one 
all-purpose clerk or part-time bookkeeper to a large and competent 
staff headed by certified men. With that picture before us we have 
tried so to arrange our cost accounts that a one-rig contractor with- 
out expert office help can accumulate his well costs under a few 
broad classifications, and have the same basic cost information on 
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his work as a contractor with more extensive operations, skilled 
office help, and a more extended cost distribution. He will, of 
course, not know as much about the details of his cost. If supplies, 
or upkeep, or other operating charges run high on a particular rig 
or job he will not know without further research just what is caus- 
ing the trouble, but he will have the total cost in the proper general 
classifications. 


Primary Divisions 


With this need in mind we have suggested, and illustrated in our 
manual, three degrees of well cost extension. Not with the idea 
that these divisions are the only ones possible, or that they are in- 
flexible, but in order that there might be comparative uniformity in 
the well cost accounts of drilling contractors, regardless of the 
extent of their operations. Our first step was to break down the 
cost of drilling -a well into seven general classifications, which we 
have called major factors. These primary divisions are: 


. Labor and supervision 

. Supplies 

. Maintenance and repair 

. Ordinary operating expenses 
. Other operating charges 

. Depreciation 

. Overhead 


Then by logical and consistent development of these major 
factors we have illustrated how more detailed operating informa- 
tion may be accumulated, its extent depending on the requirements 
of management and the size of the office staff. We surely do not 
represent that all of the distribution accounts listed on our chart 
should be used, or only those. Our interest, as suggested before, is 
more in the arrangement of the accounts. 

Accounting for contract drilling cost requires accuracy plus 
speed. There is not time between the completing of one job and 
the starting of another to make a complete compilation of all of 
the costs on the first job. These costs may not all be in for thirty 
or sixty days and by that time another contract may be well along 
toward completion. We are not in position to wait so long to find 
out what work costs. We must know before we take a job what 
it is going to cost, within narrow limits, unless we have a cushion 
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of cost-plus to fall back upon. Such advance information may be 
gained in part from past experience. Hence, we have tried to 
arrange our cost accounts so that they will provide it, through the 
development of proved averages. 

In other words we are attempting to apply to the business of 
contract drilling the principles of true cost accounting. Cost ac- 
counting is not just tabulating and classifying results after the 
incidents leading up to these results have happened. That is book- 
keeping. Cost accounting involves projecting past experience into 
future work and then proving or disproving the estimates by actual 
figures. 


Fixed Daily Costs of Rig Operations 


Reference to Exhibit 1 shows that we have tried to accumulate 
under the first three major factors those expenses which are in- 
cident to the usual operation of a rig. These consist of outlays 
such as labor, supervision, and the supplies and repairs needed to 
keep the table turning. These expenses may be reduced to a de 
pendable average figure for a usual operating day for an identifiable 
drilling rig. By dividing the total of the expense of operating a 
given rig over a period of time or a series of contracts by the num- 
ber of rig operating days in which it was incurred, a highly im- 
portant daily average cost factor may be developed which may be 
used in estimating the cost of future work. Armed with this figure 
for each of his rigs the contractor can fix his attention on the num- 
ber of days required to do the job and thereby eliminate much of 
the guesswork involved in bidding. 

These averages have other uses also. Immediately upon com- 
pletion of a job an amazingly close estimate of its cost may be 
had by substituting actual days for estimated days and multiplying 
by the factor. If the factor is $450 per day and the job required 
ten days longer than was estimated it is immediately apparent that 
expected profit has been reduced by $4500. Needless to say, cur- 
rent completions must be checked against the average in order that 
a trend upward or downward may be detected. Variation from the 
factor on one contract does not disturb the contractor or indicate 
that the factor is wrong, because some unusual repair or replace- 
ment expense may have been incurred on the job. A trend in 
either direction, however, may indicate that the factor requires 
adjustment. 
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ExuHsIT 1 


WELL COST EXTENSION CHART 


CONTRACT DRILLING EXPENSE—ROTARY—90-11 


Subaccounts 


(11 Labor 

12 Supervision 

13 W.C. & P.L. In- 
surance 


Condensed Accounts 


1. Labor and Supervision 4 
14 — transporta- 


15 er S. Taxes 
16 Auto expense— 
. Direct 


[21 Rig supplies 
2 ia ae 

alves, fittings 
\24 oi ‘tee 

ils and greases 
25 Fire and other 
insurance 

\26 Property taxes 


(31 Drawworks—Re- 
x2 Bas irs and Reits 


33 5 a -* Tee 
missions—Repeirs — 
and parts 


2. Supplies 





34 Overhead string— 
Repairs and parts 


3. Maintenance and 4 

repairs 35 Other equipment 
—Repairs and 
parts 


3% General mainte- 
mance expense 


37 Fishing, repairs, 
ee rentals 

39 Drilling string— 

. Repairs and parts 





Further Subdivisions 


131 W. C. Insurance 
132 P. L. Insurance 


331 Engine, gen. and 
motor 
332 Boiler plants 
333 — and 


341 Blocks, hooks, etc. 
342 Swivel 
343 Wire line 
344 Rotary hose 


351 Rotary 

352 mons equip- 

354 Operation instru- 
weld. expense 


362 Gen. maint. ex 
363 Trans. of supplies 





N.A.C.A. BULLETIN — 



























Exnusit 1 (Continued) I 
1 Bits and reamers ; 
4. Ordinary operating 42 Transportation (421 Trucking—In and 
expense and rigging—In out n 
and out 422 Other trans.—In u 
1 and out ~ 
423 Winch work and h 
. Spotting d 
51 Location and (511 Pits and dirt work i 
preparatory 512 Derrick, rental, ce 
charges 4 erection, etc. 
513 Lumber w 
514 Roads, bridges, di 
. clearings 
ag 
52 Fuel 521 Fuel th 
522 Fuel lines 
523 Fuel stg. and pr 
trans. 
53 Water 1 Water d 
= Water oe = 
5. Other operating ater stg. 
charges j trans. th 
54 Mud and chemicals ex 
55 Coreheads and re 
coring 
56 Well equipment 561 Casting and me 
tubing oc 
562 Heads and shoes 
563 Cementing and be 
e , cement ex 
564 Tanks and 
separators 
Ve 
58 Special services 
[59 Special materials 
pir 81 Rig depreciation “a 
8. Depreciation &2 Drill pipe depre- op 
91 General overhead gre 
9. Overhead 92 Administration cor 
expense es 
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Renewals 
There arises here the question of how to treat minor replace- 





wl ments which are properly expense items, but which have a normal 
.—In useful life of more than one contract, such as wire lines and rotary 
~ ont hose. The accounting decision is whether they should be charged 

directly to a job or impounded in a clearance account and pro- 
e weit rated to work done on the basis of active use days. The latter pro- 
ntal, cedure is probably more correct technically, but when working 
with averages we can see no great objection to making the charge 
ges, directly to the job in progress. If the period included in the aver- 


age covers a sufficient spread of time or jobs to make it dependable 
then such items of expense will be included either way, and the 
id practice of charging directly to the job is simpler. 

Major overhaul expense, which is usually incurred while a rig 
is idle, should be distributed back to the work period during which 
the wear was caused, on the basis of active rig days, otherwise 
there will be a disproportion between the daily average operating 
expense for the early life of a rig and its later use which does not 
reflect true conditions. While it is obviously true that new equip- 
d ment is cheaper to operate it must not be overlooked that wear is 
occurring ‘which must be repaired later. The elapsed period 
between major overhauls will be the basis of spreading back such 


| expenses. 


e 


Variable Costs 


Thus far we have been dealing with the expenses accumulated 
under the first three major factors, those incident to the normal 
operation of the drilling machinery on location and reducible to 
dependable averages. In primary divisions four and five we have 
grouped those costs which are incurred in the drilling of a usua! 
contract well, but which vary in amount with distances, with the 
nature of the formation penetrated, and with contract provisions. 
Bits, trucking, derrick, dirt work, fuel, water, mud, and special 
services or materials are some of these. Because they are affected 
by drilling conditions they are not properly reducible to dependable 
daily average figures for bidding purposes except, of course, for 
work in the same or a similar area. On each new job which 
involves a change in drilling conditions and a move to an unfamiliar 
area, they must be estimated anew in the light of distances, forma- 
tion to be penetrated, and provisions of the drilling agreement. 
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Depreciation and Other Overhead 


The last two major factors, numbered eight and nine, are for the 
indirect but important costs of depreciation and overhead, which 
may be neither overlooked nor minimized if operations are to be 
profitable. These expenses, we suggest, should be charged into 
operations currently on the basis of daily factors developed from 
past experience. Overhead usually varies little from one year to 
the next, hence a factor based on the preceding year will ordinarily 
be satisfactory. 

So far we have been dealing principal’y with direct costs and 
our problem there is easier. When funds are actually withdrawn 
from the bank to pay an item of expense, that item is a bit hard 
to overlook or even to minimize. But when it comes to feeding 
back into operations investment money spent some months or years 
ago the proper allocation is not so easy, even when approached 
conscientiously, as sometimes it is not. 

Since time, actual rig operating time, is the essence of our 
business, we have concluded that the most equitable way to charge 
wear-out expense on our equipment into our work is on the basis 
of the use of the equipment. For this purpose we suggest esti- 
mating the useful life of equipment in terms of operating days 
rather than calendar years, and feeding depreciation expense into 
current work on the basis of the number of such time units re- 
quired for completion. Here, as elsewhere in this discussion, by 
an active day or a rig operating day is meant a full-crew day, 
that is, a twenty-four hour period in which the equipment is 
manned by a full crew. , 

This use-time method is not represented as the perfect answer 
to all depreciation problems, but we think it comes nearer than 
any other of the well-known methods to a recovery of investment 
through actual use. It has some of the good features of the 
diminishing rate method in that equipment will be kept busier 
during the earlier years of its life, so that the period of greatest 
use bears a proportionate part of the wear-out expense. Con- 
versely, job costs in periods of reduced activity will not be over- 
loaded, as is the case when each year bears the same amount of 
depreciation expense, irrespective of the amount of work done. 
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Rotary Rig Depreciation 

We have suggested 1095 days as being a fair estimate of the 
actual operating life of a rotary rig. This is the equivalent in days 
of three calendar years. It does not mean, however, that if this 
use method is employed a rig will be fully depreciated in three 
years because, unfortunately, our equipment cannot be kept that 
busy. Under normal conditions, if investment were not increased 
by replacement of major elements of the rig, some five years or 
more would be required to absorb cost into operations. In actual 
practice, of course, capital replacements will be made to any rig 
which is kept sufficiently busy to use up any considerable portion 
of the 1095 days in that span of time. Each such addition further 
lengthens the period of time required to depreciate the rig fully. 

Perhaps the finest refinement in depreciation practice is the unit 
use method, in which each unit of the rig is given a life estimate 
in terms of operating days and depreciated on that basis. This 
method, while admittedly more accurate, has the drawback of 
being considerably more complicated and slower in application 
to individual well costs. 

On the subject of depreciation the contractor has always to con- 
sider the terrific impact of the taxing authorities. Probably a 
considerable majority are committed to a straight line method of 
computing depreciation for tax purposes, and the commissioner 
is slow to approve a change to a use method on old tools. On 
new equipment, however, approval of the operating day use 
method is not so difficult to obtain. We have tried, in our sug- 
gested practices, to keep from being influenced unduly by tax 
accounting where we considered a distortion would result, and this, 
we think, is eminently true in depreciation practices. We have 
observed little evidence on the part of the Bureau to develop a 
sound and dependable depreciation policy on either drilling or 
producing equipment. Many accountants, therefore, are employ- 
ing the use method of charging depreciation to contract costs, 
even though they are bound to another method for tax purposes. 
This is effected by accruing the charge of current work, with a 
credit to a Reserve for Depreciation Estimate account. At the 
Close of the accounting period the difference between the amounts 
credited to this account and the actual tax figure is cleared to 
Profit and Loss, or back through the job costs. Since we think 
our suggested practice more nearly approximates actual condi- 
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tions than the straight line time method, we suggest the former 
procedure. 


Drill Pipe Depreciation 


What has been said thus far on the subject of depreciation 
applies to the drilling rig exclusive of the drilling string.* Since 
repair and upkeep on the rig proper are charged directly to ex- 
pense the rig depreciation figure is not affected so radically by the 
nature of the formation penetrated as is that used for drill pipe. 
Because of this direct effect of drilling conditions no over-all 
depreciation rates can be suggested for the drilling string. What in 
certain areas amounts almost to an expendable supply is in other 
areas a true capital asset. In each area, therefore, drill pipe cost 
must be charged to operation at a rate established by experience 
in that particular field. Because there is such a direct relationship 
between use and wear in the drilling string some form of the use 
method of depreciation is indispensable. 

There are several methods of drill pipe depreciation in use, each 
considered satisfactory to the user. Some accountants use an 
inventory basis, in which the pipe is given an appraised value at 
the end of each job if it lasts through a full contract, and the 
difference between the beginning and ending values is charged to 
the job. Others charge drill pipe wear to current contracts on 
the basis of so much per foot per day for each size of pipe in use 
and still others simplify this latter practice by making a flat charge 
per day of use, as is done with the rig. These two last-named 
methods obviously presuppose an experience figure derived from 
past operations in the same or a similar area. 

As supporting evidence for any method used we recommend 
the practice of keeping an operating experience record on each 
string of drill pipe in use. This record does not need to be com- 
plicated. It may be in card form, with information spaces for 
date of purchase, cost, size and length, operating days used, and 
footage drilled. From such a record a comparatively safe field 
depreciation rate may be developed either on a day or a footage 
basis. 

Several contingencies can creep in to complicate this simple 
record but they are not insurmountable. For example, drilling 


*In well drilling the term “string” denotes all of the casing or pipe of 
one size used in a well. 
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strings are sometimes transferred from one drilling area to 
another. This makes necessary an inventory appraisal of the value 
of the pipe at the date transferred and a separate record of per- 
formance in the new area. Not necessarily a new card but a new 
record. Where the transfer is made because the pipe is no longer 
considered safe for use in an area of hard wear the case is differ- 
ent. If a string is moved from West Texas, for example, after 
drilling two wells, because it is adjudged unfit for further work 
in that area, then the job costs for the two West Texas wells 
should absorb the cost of the pipe, less salvage value, if well 
cost figures are to be dependable, even though the pipe, as a 
shortened string, may be used for further drilling in softer or 
shallower formations elsewhere. 


Replacement of Joints 


Where certain joints in a string fail and are replaced, as is 
often the case, the record is not necessarily affected adversely, 
because it is general practice to expense the cost of such replace- 
ment joints. Replacing a few joints does not add materially to 
the life of the string as such, and the cost of upkeep to the drilling 
string is included in the well cost accounts. This statement is true 
also of the cost of replacing tool joints, where the original set has 
been capitalized as part of the cost of the drilling string. 

As suggested above, the inventory method of estimating drill 
pipe wear is used by some contractors, and in certain areas is 
reported to be satisfactory and acceptable to the Bureau of Internal 
Revenue. It would seem that this method, to be acceptable, would 
need the support of some corroborating record much like the one 
described, or the pipe would have to be examined and valued by 
some one of the companies providing scientific inspection service, 
because if it were left to the toolpusher to estimate the value he 
would guess in terms of percentage of exhaustion. 


Day Work Costs 


There is a need for acceptable average figures for the cost of 
operating drilling equipment on company time, because this is a 
weak spot in our accounting records. In the space of a compara- 
tively few years the time required in this part of the operation of 
drilling a well has stretched from three or four days, waiting for 
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the cement to set around the oil string and drilling out the plug, 
to a period of months in some cases. 

Under a typical drilling contract the owner of the tools agrees 
to perform two distinct services. He contracts to drill a hole to 
specified depth at so much per foot, and then he agrees to rent 
the use of his rig and his men to the owner of the well for such 
other work as the owner may specify. For this last function he 
is paid an agreed amount per day or fraction thereof. He may, 
and often does, spend more time on day work than is required to 
cut the hole. 

It is an obvious but belatedly recognized fact that the contractor 
must make his profit on both operations, and not depend on drill- 
ing profit to carry the day work as he used to do. The accounting 
obligation is to provide the contractor with a dependable daily 
average operating expense figure for the use of his rig on com- 
pany time. Care must be exercised also to make certain that day 
work bears a fair share of overhead and equipment use expenses. 

It is suggested that a fair and dependable figure may be de- 
veloped by dividing the total expenses accumulated under the first 
three major factors by the total number of days consumed in 
the three basic functions of rigging up and dismantling, drilling, 
and day work. To this figure would be added any expenses inci- 
dent to the particular job, such as derrick rental, water, fuel, etc., 
where these are furnished by the contractor. This procedure 
eliminates the one-time expenses such as trucking, derrick, pits, 
grading, etc., and such charges as bits and mud which are usually 
nonrecurring in day work. Any argument that this procedure 
weights day work unduly is offset, we think, by the tempering 
effect of the rigging up and dismantling days included in figuring 
the average. 

Since days spent on company time are generally full payroll 
days we can see no valid reason for making a lesser charge to this 
work for rig depreciation and overhead than is made to the drilling 
operation. The requirements on the machinery are often heavier 
in performing day work operations than is the case in the actual 
drilling operation. 

Where use of the drilling string is required in day work oper- 
ations it is usual practice for the operator to pay an additional 
sum per day of use. This payment is based on the length of the 
string required, and is generally calculated on the basis of a rate 
per foot per day. Here again there is a definite need for a depend- 
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able cost figure for drill pipe wear. That our suggested method 
of arriving at the average cost of day work is not foolproof and 
is open to argument we are certainly not disposed to deny, and 
we are wide open to a better suggestion. 


Conclusion 


In this brief discussion I have tried to present some idea of our 
objectives, and of our conclusions about the best ways of achieving 
them. Our program is not finished. It has just fairly started. 
We have agreed on practices only after examining all that we 
could find, and when better methods are developed we hope to be 
progressive enough to adopt them even if we are not smart 
enough to conceive them. Our program will never be complete 
so long as men use rigs to drill oil wells because accounting is a 
growing and expanding thing. 





